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Abstract 



Productivity in academic degrees granted by American colleges and universities is declining. 
While there is some evidence this is caused by an uncontrollable “cost disease,” we examine two 
additional explanations. First, few popular programs and strategies in higher education are cost- 
effective, and those that are may be underutilized. Second, a lack of rigorous evidence about 
both the costs and effects of higher education practices intersects with a lack of incentive to use 
cost-effectiveness as a way to guide decision-making. Rather than simply a “cost disease,” we 
argue that the problem is more a “system disease” — one that is partly curable. 
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The productivity of American colleges and universities, in terms of academic degrees 
granted, is declining. Since the early 1990s, real expenditures on higher education have grown 
by more than 25 percent, now amounting to 2.9 percent of the gross domestic product — greater 
than the percentage of GDP spent on higher education in any of the other G-8 countries 
(Clotfelter, 1996; Hauptman & Kim, 2009). Also, while the proportion of high school graduates 
going on to college has risen dramatically, the percent of entering college students finishing a 
bachelor’s degree has — at best — stagnated. A comparison of the class of 1972 and class of 1992 
high school cohorts indicates that eight-year college completion rates declined by 4.6 percentage 
points (from 50.5% to 45.9%) during that time (Bound, Lovenheim, & Turner, 2009). 



Figure 1: The Productivity Decline, 1970-2006 1 

(Ratio of Degrees-to-Expenditures in Public Colleges; Base Year = 1970) 




BA Degree Prod. AA Degrees Prod. 

— “ BA Degree Prod., Adjusted - — AA Degree Prod., Adjusted 



The combination of rising costs and declining or stagnating degree completion strongly suggests 
that productivity in academic degrees has declined. Figure 1 shows the trend during 1970-2006 



1 All calculations based on National Center for Education Statistics (NCES) Digest of Education Statistics. 
Expenditure data were not available beyond 2001 therefore revenue data were used in their place. Expenditure data 
are in real (inflation-adjusted) 2006 dollars. Data are available only every five years during the 1970s; the 
intervening years are interpolated. Data on private colleges is only sporadically available and therefore excluded. 
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